INSTITUTE of STATISTICS 
OXFORD 


Bulletin Vol. 7. Nov. 3, 1945 No. 75 
EDITORIAL NOTE. 

Subscriptions to the BULLETIN should be sent to Basil Blackwell, 49 Broad Street 
Oxford; the cost of each issue is 2s. 6d., and of a yearly subscription (three-weekly 
issues) 22s. 6d. 

The views and recommendations put forward in signed articles are those of the 


respective authors, and not necessarily those of the Institute of Statistics or of the 
Editor of the BULLETIN. 


CONTENTS. 
I. REFLECTIONS ON THE BUDGET, by T. Balogh es Pp. 253 
2. THE CHANGES IN INCOME Tax, by J L.. Nicholson ... 262 
3. THE Economic SITUATION IN THE NETHERLANDS IN 
AUTUMN, 1945, by Professor J. Tinbergen... .... 266 


REFLECTIONS ON THE BUDGET 


The first budget of the Labour administration must be judged against 
its proper background. It is the first peace-time budget coming after the 
unexpectedly abrupt ending of the Japanese war and is really in the 
nature of an interim announcement of the intentions of the Government 
for the coming year, and is the first of a proposed series of budgets, by 
which the newly elected Government undertakes to put forward its 
accepted economic and social programme on the financial plane. 


I. EXPENDITURE 

In spite of the sudden ending of the war, the rate of expenditure has 
been very little reduced. The hew Chancellor anticipates no more 
saving than did Sir John Anderson in his April Budget, when he sug- 
gested roughly £500 million saving as compared with 1944/45, the peak 
year of the war expenditure. That part of the expenditure due to war 
which was carried on votes of credit has apparently fallen from the 
£5,125 million of actual issues last year to £4,500 million. But part of 
this saving will be offset by increases of roughly £80 million in expendi- 
ture on the Civil Departments and of £50 million on the National Debt 
service. The high level of total expenditure and its relation to total 
national income reflect the continuation of an intense degree of economic 
mobilisaton in the country... Without adopting the point of view which 
animated the economy campaign after the last war and culminated in 
the so-called ‘ Geddes Axe,’ one may still feel disturbed at this continued 
heavy expenditure. 
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Non-recurrent Expenditure 
There are various unavoidable capital and other non-recurrent 


charges which result from the war but continue to be incurred for a 
considerable period after the end of the war, and these partially explain 
the continuation, of expenditure at so high a rate. In particular, war 
damage compensation payments will increase in volume as labour be- 
comes available and these will be a burden on the Exchequer for some 
years. Again, compensation paid on the cancellation of war contracts 
will amount to a large sum which will be the greater, the more ruthlessly 
munition production is cut. No precise estimate of the size of this item 
is possible because no information has been given about the Govern- ° 
ment’s policy relating to the continuation of arms and munitions pro- 
duction for a while in order to prevent the complete waste of half-finished 
material. Before the pre-war practice of detailed estimates and 
Treasury ‘control is put into effect in the financial year 1946/47, one 
may hope that further information about these non-recurrent expenses 
will be divulged. 

The lump sum payments to the armed forces on demobilisation con- 
stitute another unavoidable non-recurrent charge, but here again no 
detailed figures have been given. Lastly, the Anglo-French financial 
agreement provides for a different kind of non-recurrent expenditure. 
Britain has promised to extend temporary loans to France if the Anglo- 
French clearing agreement works unfavourably for France. By the 
end of the financial year 1945/46, part of these loans will have been paid 
back in gold. Although France undertook in the same agreement to 
repay £40 million in gold towards a debt incurred by past transactions, 
this will be more than offset by the supplies which we are gomg to deliver 
free to the French Government. The earlier hope that much of these 
supplies would consist of redundant military equipment seems to have 
been disappointed: but here also the available information is meagre. 


Increase in Current Expenditure 

The ending of lend-lease has made necessary an increase in subsidies, 
‘which falls on the Budget. It has also meant an increase in the cost of 
the supply services, since Britain now has to pay for goods and services 
which she previously obtained free. Similarly, the new arrangement 
with Canada is likely to amount in effect to a substitution of loans for 
the provision of goods free under mutual aid: this will involve a further 
‘ burden on the Budget. : 


The Burden of the National Debt 

No detailed information was given about the Civil Estimates. Al- 
though there will be a substantial saving due to the halving of the rate 
of interest on the floating debt, the total of the Civil Vote is likely to be 
{20 million greater than that originally estimated by Sir John Anderson. 
His estimate, made last year, of the cost of the floating debt was £66 
millions p.a. The saving in this would amount to more than £30 million 
p.a. ; but since Government Departments and extra-budgetary funds 
contain a substantial part of the floating debt, not all of this saving 
will accrue to the Exchequer. The Chancellor announced his intention 
of lowering the interest rate paid on medium and long term debt in order 
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to effect a further reduction in the national debt burden. These cuts 
in interest rates must result in some loss of gross revenue by joint stock 
banks and other financial institutions, but this will be partly offset by 
a corresponding fall in the rates which they will have to pay on deposits : 
the present deposit rates are largely artificial in any case under present 
liquidity conditions, especially since strict control over capital move- 
ments is going to be maintained. One method by which the banks could 
recover further revenue in order to maintain their essential services to 
the community would be to charge the clients who use these services, 
i.e., the owners of clearing accounts, instead of charging their debtors, 
including the State. 
Conclusion 

It is startling and perhaps disturbing that Government expenditure 
is to be maintained at a level only just over 10% below the war-time 
peak, when it is remembered that Britain was more fully mobilised 
than any other country with the possible exception of Russia. This 
was partly but not fully explained by all the peculiar factors operating 
in the immediate post-war period. Continued war expenditure, e.g. on 
the maintenance of the armed forces and their equipment at a level 
considerably higher than the international situation warrants, and in 
face of the rapid obsolescence of armaments, will admittedly prevent 
‘severe unemployment. But this policy is likely to retard the redirec- 
tion of productive effort to peace-time needs. Indeed manpower engaged 
on the production of obsolete weapons and the redundant armed forces 
may from the point of view of economic rehabitation be regarded as 
equivalent to unemployed labour: and from this point of view the waste 
of resources involved may be even greater than that which would 
result from the unemployment due to discharging men ruthlessly, since 
the process of re-employment in civilian production would be faster in 
the latter case. In Britain’s case, the delay in releasing the armed 
forces and the munition workers is likely to compromise her attempts to 
regain foreign markets immediately, and failure in this field may pre- 
judice her terms of trade and result in a permanent (relative) decrease 
in her standard of life. 


II. THE PROPOSALS FOR TAXATION 


The second aspect of the Budget is in its character as a subsidiary 
weapon of a concerted domestic economic policy. On this the Chan- 
cellor could of necessity give less enlightenment than has become cus- 
tomary of late. This interim budget was not one of those annual 
occasions when the White Paper on the development of National 
Income is laid before Parliament and the Chancellor gives an over-all 
picture—translated into monetary terms—of the achievements of the 
Government in the past and their plans for the coming year. 

The Chancellor nevertheless found it possible to lay down three 
general principles on the basis of which the Labour Government in its 
prospective term of office wishes to manage the financial aspect of its 
economic programme. These three principles, which have received all 
but unanimous commendation, are: (a) the maintenance of economic 
and monetary stability ; (b) the maintenance of the greater equality 
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between the different classes of the community which has been achieved 
during the war; and (c) the maximum stimulus to the effort and effi- 
ciency of the greatest number possible within these limits. 

We will analyse the Chancellor's proposals in relation to these three 
principles. 


: e Maintenance of Stabslit ; 

i ty oSutetty Policy. Great 2 pits was laid by the Chancellor on 
the continuation of the hitherto successful policy. The basis of this 
policy since 1941 has been the pegging of the cost of living index, apart 
from rationing and taxation and other indirect methods, by means of 
direct subsidies to certain essential goods and services. As we have 
seen, these subsidies will actually be increased, and this decision re- 
presents a considerable advance beyond the policy of Sir John Anderson 
who only foreshadowed an elastic policy of subsidisation, a policy which 
might have resulted in aggravating the difficult labour position. __ 

The Chancellor foreshadowed some changes in the detailed application 
of the subsidies which, it was claimed, would reduce the charge falling 
on the Exchequer without increasing the cost of living as measured by 
the official index. Whatever may be the effect on the official cost of 
living index, it is likely to be difficult to achieve this object of reducing 
the Exchequer burden without increasing the cost of those goods on 
which the working class do in fact spend their money. But there is 
one way in which this could be done. A large part of the subsidies which 
are now paid represents subsidies to the domestic, especially to the 
agricultural, producer rather than subsidies to the consumer. These 
subsidies could be reduced without allowing prices to increase, and their 
very reduction would stimulate efficiency. 

(0) Wage Policy. The Chancellor congratulated the Trade Unions 
for having refrained during the war from making full use of the strong 
bargaining power which they gained because of full employment and the 
urgent need for the greatest productive effort. Because of the depart- 
mental division of functions within the civil service, which do not cor- 
respond well with the actual interdependence of the different branches 
of economic activity, he was unable to provide a complete picture of the 
economic position or to discuss in detail the wage policy which in harness 
with financial policy is so badly needed for maintaining monetary 
stability. Many of the budget proposals, as we shall see later, are 
likely to release considerable spending power, and this will flood into 
sections of industry which have not been controlled even during the war, 
and also into those sections where controls are now being relaxed. In 
these sections, the spending out of high incomes has already produced, 
and will more markedly produce in the future, definitely inflationary 
symptoms. As a result an undue proportion of the nation’s manpower 
will be drawn into these uncontrolled sections of industry. Even during 
the war, considerable waste of productive capacity in unessential 
industries resulted from the absence of complete control, and was 
finally quashed only by the total conscription of men and women. 
The waste was aggravated by the fact that wages were often higher in 
unessential industries than in essential ones. When even those labour 
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controls which have been retained are relaxed in accordance with the 
recommendation of the T.U.C.,1 this kind of waste will become much 
more serious and may even make the expansion of the most essential 
production, for instance of houses, difficult: in this case the Govern- 
ment’s basic economic policy of increasing the output of necessary goods 
before that of luxuries would not be achieved. 


(c) Mometary Stability. Apart from the abolition of the purchase tax 
on certajn household appliances, all the proposed remission of taxes will 
come into operation in April 1946 or later. The reduction of E.P.T. 
will only apply to the profits of next year and will thus affect payments 
of tax only in 1947. The reduction of income tax will only become effec- 
tive in 1946. Repayment of the 20% post-war credits on previous 
E.P.T. payments will be made subject to conditions: presumably one 
of these conditions will be that the beneficiaries conform to the Govern- 
ment’s investment programme. This will enable the Govetnment to 
make central planning and control effective by compulsory means and 
thus to safeguard stability. 

In the cases of reductions of E.P.T. and of income tax the Govern- 
ment has no similar means of checking the disturbing effects on the 
monetary equilibrium : all that the Chancellor did in this respect was to 
appeal for further voluntary saving, and to indicate that any tendency 
for companies to increase dividends will be watched with an unfriendly 
eye, and that statntory measures might possibly be taken if this tendency 
became too strong. : 

The Chancellor made it clear in another passage of the speech that he 
did not expect to balance his budget in the financial year 1946/47. 
In these circumstances there must be a substantial danger of inflation, 
even if favourable agreements are concluded with the United States and 
with the foreign owners of sterling balances. But if these agreements 
should not be favourable, so that it were necessary to make immediate 
repayments 6n our debts, or even if we merely were unable to expect 
any further credit, this danger of inflation would be much more serious. 
Appeals for saving seem in these circumstances a somewhat ineffectual 
method of achieving monetary stability and remind one of the appeals 
uttered in the early part of the war which went near to discrediting the 
Government’s economic policy then. A far more effective safeguard 
of stability would have been the institution of a sharp excess dividend 
tax, and this would at the same time have enabled industry to accumu- 
late the liquid funds which it will need for the thorough reorganisation 
which is proposed. ; 

Dr. Dalton made it clear in his speech that reductions in income tax 
were only justified up to the point where they would increase the pro- 
ductive effort more than in proportion to the increased spending: for 
up to this point they would lessen the danger of inflation. Increases in 
personal allowances and earned income allowances, especially in the 
lower income grades, satisfy this test: but tax remission which affects 
unearned income is not justified except in a case where private invest- 
ment needs stimulation ; in the immediate future there is no such need. 


1 Cf. The Times October 25th 1945. 
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For these reasons, the decision to decrease the standard rate of income 
tax is hard to understand, both because of its effects on monetary 
stability and from the point of view of equity ; it contradicts the appeal 
for further saving. The tax remission makes no distinction between earned 
and unearned income, so that it cannot be designcd only to stimulate 
current effort ; the Chancellor was evidently aware of this fact when he 
warned industry not to increase dividends. It also impedes the export 
drive, because the middle class and especially the upper middle class 
incomes receive from the tax reduction the greater part of the absolute 
addition amounting to some {120 million per annum in a full year, as 
this addition is distributed in a regressive manner, in the sense that 
the larger unearned incomes gain by the largest proportion. The de- 
cision to lower the income tax may be defended as a popular decision, 
but to defend it on strictly economic grounds would be difficult. 

The abolition of the purchase tax on certain household appliances is 
also difficult to explain in the light of the Chancellor’s guiding principles. 
The Ministry of Health has announced that the Government relies 
entirely on public authorities for the building drive: such authorities 
would presumably disregard any increase in price due entirely to the 
tax, and consequently the abolition of the tax will in no way ease the 
Government’s building problem. But the removal of the tax will 
stimulate private individuals to buy the appliances and thus rob the 
export market of goods which could easily have been sold abroad. 

The decision to postpone the operation of most tax reductions by 
periods up to 18 months fits in with the Chancellor’s principle of main- 
taining stability. But his wording suggested that these postponements 
were decided upon not so much because of high economic policy but 
because of technical considerations: the great weight attached to these 
technical considerations suggests that the machinery for adjusting taxes 
needs greater elasticity. 


(2). The Maintenance of Equality 

The progressiveness of the tax structure in the highest income ranges 
has been slightly increased by the raising of the rate of surtax combined 
with the lowering of the rate of income tax. But the decision to sup- 
press post-war credits without restoring the cut in earned income allow- 
ances has resulted in decreasing the progressiveness of income taxation 
as a whole. Earned income allowances had been cut in 1941 from one- 
sixth with a maximum of {£250 to one-tenth with a maximum of {150 
and it was to balance this cut together with the reduction of personal 
allowances that the post-war credits were granted. In his article, 
Mr. Nicholson shows the effect which the abolition of the post-war 
credits, and the other changes proposed, will have on various ranges 
of income. The ranges which are particularly unfairly treated by this 
measure contain a very large number of people. 
_ We have suggested that the fact that the total reduction in tax payable - 
is larger for high incomes than for low incomes will interfere with mone- 
tary stability by stimulating expenditure on unessential goods: but 
this feature of the tax changes also contradicts the declared policy of 
the Chancellor to avoid decreasing the degree of equality of income 
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distribution reached during the war. The increase in the rate of surtax 
is but a small contribution to the policy of obtaining necessities before 
luxuries, for the yield of this increase is estimated only at £7 million 
compared to the loss of revenue due to the reduction of the standard rate 
of income tax amounting to no less than {120 million (in a full year). 
The Chancellor's tables reveal that even the largest income receivers 
will have more to spend than before. But it is the incomes between 
£5,000 and £15,000 which will receive relatively the most important 
additions. To be consistent with his declared policy, the Chancellor 
would have had to increase the tax exemption limits and allowances 
to a level between 35 and 55 per cent above their pre-war levels, in order 
to offset the increase in the general cost of living. Had he done this, a 
large proportion of the working classes would have been released from 
income tax liability and at the same time from heavy taxation on the 
marginal part of their income derived from additional effort: this 
might have stimulated them to extra exertion. Since the ending of the 
exceptional conditions ruling during the war will in any case reduce the 
pay packet of the workers, this step might have helped very much to 
lessen the labour troubles which can be almost wholly explained by this 
relatively heavy fall in earnings which the workers wish to counteract 
by increasing wage rates. This pressure to increase wage rates under- 
mines price stability, and any measure designed to remove such pres- 
sure would have helped to keep:prices down. \ 

The reduction of the income tax from 10/- to g/- does not seem to 
Square with any of the Chancellor’s three principles of policy: their 
implementation would have involved instead far larger concessions in 
personal exemptions and in taxes on earned income. , 

The position of those in the very lowest income classes calls for special 
comment. During the war these persons have not paid income tax, so’ 
they will not gain from income tax remissions: nor will they benefit 
from the remission of E.P.T. or from the abolition of purchase tax on 
the types of article affected. Their relative position has been worsened 
in spite of the proposed increase of expenditure on subsidies. This 
increase merely serves to maintain the absolute standard of living of the 
lowest income classes, a standard which even during the war was un- 
satisfactory. The appropriate method for improving the position of 
these classes would be by direct action, such as an increase in old age 
pensions and other relief payments and by effective national minimum 
wage legislation. It is also clear that while necessities remain rationed 
any increase in purchasing power can only be directed towards the 
products of the uncontrolled sector of the economy. The principle of 
equity would be better fulfilled if certain indirect taxes were reduced, 
because this would enable the lower income classes more effectively to 
enter the uncontrolled sectors of the economy which are at present the 
preserve of the higher income recipients. This would not have menaced 
the monetary stability any more than the procedure which has actually 
been chosen, since under the present condition of shortages of goods all 
tax remissions must result in increased demands for goods and services 
in short supply. 
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(3) Stimulus to Effort and Efficiency 

Although the Chancellor fully agreed with the unfavourable verdict 
pronounced by all experts on E.P.T., he did not abolish this tax 
but reduced it to the level at which it stood in the so-called “ phoney’ 
war period. If E.P.T. had been replaced by a tax based on different 
principles (e.g. either a straight dividends tax or a corporate profits tax 
of the N.D.C. type) designed to yield the same revenue, the net income 
position of companies after tax would have been completely altered, 
and in this way the relative values of shares would have been upset and 
serious fluctuations in Stock Exchange prices would have resulted. In 
spite of these dangers, however, the tax will certainly have to be abolished 
in the not distant future, as even its reduction to 60% will not com- 
pletely remove the injurious effect of taxing expanding companies at a 
higher rate than those which were already established and prosperous in 
the standard period. So far, no further reforms have been undertaken 
on the lines suggested and analysed in a previous article! which all had 
as their ultimate aim the reduction of the injurious effect of taxes weigh- 
ing heavily on risk bearers. Since during the transition period risk 
bearing will need to be severely controlled to avoid over-expansion and 
will certainly not need stimulating, there will still be time to introduce 
such further reforms : and it is encouraging to note that in his conclud- 
ing speech the Chancellor indicated that the Treasury was undertaking 
an exhaustive study of the whole British system of taxation. 

We have already noted that the proposals with respect to income tax 
do not seem consistent with the Chancellor’s three principles of policy. 
We have also seen that in certain critical ranges the net tax burden 
(after allowing for the cessation of post-war credits), has actually been 
increased, and changes in net earned incomes within the range of £400 
to £1,500 can influence effort very markedly. Above {£20,000 the 
deterioration of the relative position of earned incomes is negligible. 
There is thus little support for the argument used by the Financial 
Secretary to the Treasury that it is the highest income classes whose 
relative position has been worsened, and no need to appeal to them to 
continue their effort in spite of it. It is difficult to understand the 
Chancellor’s decision not to stimulate earned incomes at the expense of 
unearned incomes. It must.presumably be attributed to a confusion 
between the size and the origin of large incomes.? 

We have argued in an earlier article® that the introduction of P.A.Y.E., 
despite its other merits, has made people more conscious, especially in 
the middle and lower middle income ranges, of the fact that they have 
to pay tax on the extra income they earn. For this reason it would 
have been wise to exclude as many workers as possible from having to 
pay income tax, which falls heavily on their marginal earnings. Accord- 
ing to the White Paper relating to the War Effort of the United Kingdom, 
the number of income tax payers increased from 4 millions in 1938/39 


1 Risk-bearing, Investment and Taxation. BuLietin Vol. 7, Nos. 11-12. 


? This confusion is clearly demonstrated in Mr. Dalton’ i 
October 31st, 1945, Col. 530.). placa es bea 


** Taxation in the Transition Period,’ BULLETIN Vol. 7, No. 10 
4 Cmd. 6564, p. 34, paragraph 94. “i 
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to 13 millions in 1943/44. ‘ Before the war less than one million manual 
wage earners were liable to income tax and they paid £3 million; in 
1943/44 the number had increased to 7 million and they paid £200 
million.’ Both the principle of equity and the principle of stimulating 
effort would have demanded a restoration of the pre-war position. Yet 
according to the Chancellor only 2 million people will be exempt from 
taxation as a result of his proposals, thus leaving still 11 million in the 
Income tax paying range, i.e. considerably more than half of the gain- 
fully emplcyed population. The total tax paid by individuals earning 
less than £250 per annum was less than £100 million in 1942. Their 
number was roughly 6,000,000.!_ The elimination of most of them from 
among the taxpayers would have cost substantially less than the cost of 
reducing the rate of income tax.? Indeed if the Financial Estimates of 
1941® showing the estimates of the relationship between the tax yield 
‘derived from the reduction of the earned income allowance and the 
increased standard rate of tax are still relevant—and there is no reason 
to suppose they are not*—the cost of restoring the earned income allow- 
ance to one-sixth with a.maximum of £250 per person would have cost 
some 15% less than the decrease in the standard rate. A combination 
of the two, restricted or concentrated in its operation on the critical 
income levels between {250—600 per annum, would have been less. 
costly and might have brought about a substantial alleviation of the 
wage difficulties. 

Dr. Dalton argued that he freed more people from income tax by 
his proposals than if he had restored all cuts in allowances in respect 
to which post-war credits were granted. This argument misses the 
main point of the criticism. The Budget not merely restored allow- 
ances to higher levels and changed the rate of income tax in the lowest 
ranges but also cut the standard rate of income tax. Had the sacrifice 
of revenue which the latter concession entails been applied to further 
increases in personal allowances and the restoration of earned income 
allowance, a greater relief of a greater number would have been achieved 
than was in fact obtained. 

Dr. Dalton’s claim to have given the greatest incentive to the greatest 
number cannot be reconciled with this Se or with his decision to cut 
the rate of income tax. There would have been much to be said for 
increasing the earned income allowance so as to give a stimulus to effort 
even at higher income levels. But an indiscriminate increase in upper 
class incomes cannot be regarded as an incentive to effort. Among 
these classes the income effect of high taxation (i.e. its effect on increasing 
the need for more income) was much more marked than its substitution 
effect (i.e. the discouragement to further work due to the large pro- 
portion of the additional earnings taken by the tax). Thus the increase 
in middle class incomes available after tax might well result, in those 


1 Cf. Cmd. 6623, p. 30, Table 25, and Cmd. 6564, p. 34, para. 94. 

2 Cf. House of Commons Papers 1945/46 No. 12, p. 6. 

3 House of Commons Papers 1941/42 No. 73, p. 26. ond . 

4 Indeed Table 27 of Cmd. 6623, p. 32, giving an estimate of the distribution of the 
tax burden between earned and unearned income strongly suggests this assumption. 

5 Hansard, October 31st, 1945. Col. 528/9. 
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cases where a variation of effort is possible, in a reduction and not an 
increase of effort. 


(4). Summary and Conclusions. 

The Chancellor's Budget has been examined in the light of the three 
basic principles of maintaining stability, equity and incentive to effort, 
upon which he declared that the present Parliament’s plans would be 
laid. It has been suggested that these principles would make desirable 
the following improvements in any further budgets: ; 

(i) E.P.T. should eventually be abolished, but at the same time 
statutory steps should be taken to discourage any increase in dividends 
while Britain’s serious international position and her shortage of supplies 
due to other factors make any increase in luxury spending undesirable. 

(ii) The standard rate of income tax should not be cut further as 
such an indiscriminate concession would be contrary to the interests of 
monetary stability, equity and of stimulating effort : any opportunities 
for reducing taxes should be used (a) to increase personal allowances up 
to a level some 35-to 55 per cent above the pre-war figures in order to 
offset the increased cost of living, (6) to increase the earned income 
allowance to at least 20% and to raise the maximum limit which can be 
claimed considerably, for example to £400. (Alternatively earned 
income allowances might be made progressive by exempting from 
taxation the first {100 of all earned income while retaining the one- 
tenth proportional allowance ; this would eliminate most workers from 
income tax and could also be used partially as a substitute for increasing 
personal allowances). (c) To decrease some of the indirect taxes, 
especially those on goods whose consumption is rationed or otherwise 
controlled: 

T. BALOGH. 


THE CHANGES IN INCOME TAX 


1. Average rates of taxation 

The new rates of income- and sur-tax, announced by the Chancellor 
of the Exchequer on October 23rd, will result in reducing taxation for 
most persons, so far as current payments are concerned. But since the 
reduction in the earned income allowance from one-sixth to one-tenth 
of such income, which was effected in April 1941, will not rank for post- 
war credits after April 1946, for many persons the amounts of taxation, 
apart from post-war credits, which represent forced savings, will be 
increased. 

A general view of the effect of the changes is obtained by comparing 
the percentages of income absorbed by income- and sur-tax at various 
levels of income. The diagram shows these percentages, plotted against 
incomes (in logarithms), in the case of a married couple with 3 children 
all of whose income is earned by the husband, at (i) the rates of taxation 


1 Cf, footnote 5, previous page. 
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which were in force in 1938/9, (ii) the present (1945/6) rates, after deducting 
post-war credits from the total tax charges, and (iii) the rates proposed 
in the new budget. It is apparent that, over a wide range of incomes, 
between the points marked A and B in the diagram, the nef amounts 
taken in taxation, allowing for the cancellation of post-war credits, will 
be slightly increased. For the particular family considered, it is only at 
levels of income above £1,500 that there will be any appreciable reduction 
in taxation, and the maximum percentage reduction for this family 
occurs at about £5,000, where net taxation will fall from 53.3% to 50.4%. 
For incomes above this level, the gain becomes gradually less as the two 
lines converge. Among the highest incomes, therefore, taxation will 
become more progressive ; but for the large proportion of earned 
incomes under about £5,000, it is evident that, taking into account the 
cancellation of post-war credits, taxation will become less progressive. 

The general shape of the curve does not change very much for families 
of different size,1 so that these conclusions hold good for other types of 
family as well. The conclusion that the changes will, on the whole, 
make the et rates of taxation less progressive than at present may appear 
to be inconsistent with the Chancellor’s statement that the raising of 
personal allowances, and the exemption limit, ‘ will wholly relieve from 
income-tax at least 2,000,000 persons who are now liable.’ But, 
according to the figures which have been given, 1.6 million persons are 
at present paying income tax, all of which is due for repayment at 
some future date, and most of these are included in the 2 million 
persons who will be exempted under the Chancellor's proposals. From 
the figures given below, it appears that the only others who will be 
exempted are either persons with small investment incomes,* or single 
persons with earned incomes between {120 and £122; since the latter do 
not at present, apart from post-war credits, pay more than Ios. rod. a 
year income tax, they will obtain only very slight relief.’ 

Although the general shape of the two curves representing present 
and future rates of taxation, shown in the diagram, remains much the 
same as the size of the family changes, the relative position of the two 
curves is slightly altered. As the size of the family increases, both 
curves move to the right but the new curve moves less than the 
present curve, and the range of incomes where the net rates of 
taxation will be greater than at present becomes wider. In general, 
therefore, larger families will benefit less, or lose more, by the changes 
than smaller families. 

For families in which all the income is earned by the husband, the 
ranges of income where the total amounts of income tax will be 


1 With incomes measured on a logarithmic scale, changes in the size of family 
would affect the lower part of the curve more than the upper part. 

2 E.g. Childless married couples with investment incomes between £170 and £180 
a year, etc. 

8 The figure of 1.6 million was given as the number of persons who would be 
cleared from income tax if the 1940-41 arrangements were reconstituted (Hansard, 
25 October, 1945, Col. 2305, and 3I October, Col. 528). The context implies that 
‘reconstitution’ referred to the personal and earned income allowances and not to 
the other charges (increased allowances for wife’s earned income and dependent 
relatives) introduced since 1941. 
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greater than the amounts payable at present, taking into account the 
cancellation of post-war credits, are as follows :— 


Ranges of earned Maximum addition 
No. of income at amount 
children £ £ i Yas: 
Married 0 200—208 and 388—-568 402 LG 
S 1 256—272 ,, 434—782 462 3 15 
2 311—337 _,, 481—996 522 Sol 
A 3 367—401 ,, 527—1,211 582 Lol 
4 422—466 ~=,,_-574—1,425 642 953 
20 5 478—530 ,, 621—1,533 702 10 19 
6 533—1,582 762 12 15 


The maximum additions to income tax for the different sizes of family, 
and the points at which these occur, are alsoshown. For single persons, 
there is no range where the net amount of income tax payable will be 
higher than at present ; as the size of the family increases, the level of 
incomes which will have a net addition to taxation becomes higher and 
the range of such incomes becomes wider. 

It is interesting to notice that when the percentage rates of taxation 
are plotted against incomes, in logarithms, the points, over a 
wide range, lie approximately on a straight line. This is particularly 
the case in the range of incomes which are subject to sur-tax; in the 
range where the full standard rates apply, the points lie on a curve, as 
might be expected. (See diagram). 


Income- and Sur-tax as percentage of earned income, Married couple 
with 3 children* 
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* Present rates of taxation are shown after deduction of post-war credits. 
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2. Marginal rates of taxation 

The Chancellor emphasised, in his budget speech, that the war-time 
extension of income-tax to persons with small incomes has ‘ deprsssed 
morale and reduced incentive and it.has in the aggregate diminished pro- 
duction.’ It is, of course, the marginal rates of taxation, rather than 
the average rates, which affect the incentive to work. 

The table below shows the levels of income at which changes occur in 
the marginal rates of income tax, under the new rates, and under the 
present rates, including and excluding post-war credits; the figures 
tefer to income, all of which is earned.1 The table also shows the mar- 
ginal rates of income tax, allowing for earned income relief, in the 
different ranges of income. 


Levels of Earned Income at which Marginal Rates of Income Tax Change 


Present Rates New Rates 
Not allowing Allowing for 
for post-war credits | post-war credits 
(a) (b) (a) (b) (a) (b) (c) 
£ £ £ £ 
Single 110* 272 120 318 122 178 261 
No. of ’ 
children 
Married 0 156 339 204 402 200 256 339 
An 1 211 394 264 462 256 311 394 
“4 2 267 450 324 522 311 367 450 
- 3 322 506 384 582 367 422 506 
a 4 378 561 444 642 422 478 561 
s 5 433 — 617 504 702 478 533 617 
= 6 489 672 564 762 533 589 672 
Marginal rates of| (a) to (b) : 5/10.2 | (a) to (b) : 5/5 (a) to (b) : 2/8.4 
Income tax per {| (b) to £1500 : 9/- | (b) to £1500: 8/4 (b) to (c) : 5/4.8 


4. 
(c) to 41500: 8/1.2 

* In the range immediately above this point, the marginal rate is 15s. 

The levels of income marked ‘c’ under the new rates are seen to be 
the same, for all except single persons, as those marked ‘b’ under the 
present rates, not allowing for post-war credits. For single persons in 
the small range of income between {261 and £272, the marginal rate of 
income tax currently payable, regardless of post-war credits, will actually 
be increased. : ; ; 

Taking post-war credits into account, substantial changes in marginal 
rates of income tax will occur in the-following ranges of earned income: 


Net marginal rates increased Net marginal rates 
from nil to from 5s. 5d. reduced from 5s. 5d. 
2s. 8.44. to 8s. 1.2d. to 2s. 8.4d. 
£ £ f 
Single — 261—-318 122—178 
No. of children 

Married 0 200—204 339—402 204—256 
1 256-+264 304—462 264—311 
* 2 311—324 450—522 324 —367 
3 367—384 506—582 384422 
E 4 422—444 561—642 444478 
x 5 478—504 617-—702 504533 
“s 6 533—564 672—762 564—589 


1] the figures referring to married couples, the whole income is assumed to be 
eae the ieee The earned income relief has here been calculated to the 
nearest {. : 
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Thus the net marginal rates will be increased over fairly wide ranges of 
income, which include large numbers of workers. How far this may 
affect the incentive to work will depend partly on the extent to which, 
in practice, people take into account the fact that, at present, a portion 
of the tax is allowed to accumulate in the form of post-war credits. 


J. L. NICHOLSON. 


THE ECONOMIC SITUATION IN THE NETHERLANDS 
IN AUTUMN, 1945 


The Bulletin will, as already announced, present from time to time 
reports on economic conditions and policies abroad, as seen by economists 
of the countries concerned. The first of these articles on condtttons in the 
Netherlands, which we have been fortunate to obtain from Professor J. 
Tinbergen of the School of Economics of Rotterdam University, throws 
light on some of the problems facing Holland in the early autumn of 1945. 

THE EDITOR. 


At the moment of the liberation of the western, and most populated 
part of the Netherlands, the situation was very difficult, as is well 
illustrated by the following figures. During the period of war and 
occupation total disinvestment of some 7,7 milliards of guilders took 
place, out of a total active capital of some f. 27 milliards (both figures 
at 1939 prices). The distribution of these figures over the broad divi- 
sions of industry is given by the following table (in milliards of guilders): 


Active Capital Disinvestment 
Sept. 1, 1939 Sept. 1, 1939 to May 1, 1945 
Agriculture ... ee a5 0,7 
Manufacturing ind. ... 5,0 2,0 
Trade ons agi tes Ses | 1,8 
Transport... ot ace aoe 1 eli. 0,8 
Public buildings etc. or Sis 3,5 0,7 
Dwelling Houses, incl. durable con- 
sumers’ goods, etc. ... nidt 10,0 1,7 
26,6 URL 


Disinvestment includes direct war and occupation damage (2, 3 mld.), 
requisitions (1,4), delayed maintenance and re-investment (0,9) and 
other types of disinvestment, chiefly depletion of stocks (3,1). As can 
be seen from the table, transport equipment was most seriously struck. 
Of railway rolling stock, only some 10% was left. 

_ Incontrast to this real disinvestment there was an enormous inflation 
in the monetary sphere: Total public debt increased from f. 6 to some 
20 milliards. Money in circulation (notes as well as deposits) amounted 


266 


\ 


to nearly 10 milliards as against 2 to 2,5 milliards before the war and 
3,5 to 4 milliards required for the most ‘probable value of the post-war 
national income. 

Of a working population of 3,5 millions about 400,000 were deported 
to work in Germany. Food rations, at about 1500 calories per man per 
day in the middle of 1944, had dwindled to almost nothing in April 
1945, when, during the last few weeks only about one pound of bread 
and two pounds of potatoes were distributed per man per week. No 
gas, no electricity and no traffic was available. After the liberation, 
' food rations were raised rapidly and it is one of the most wonderful 
accomplishments of the allied forces that in the absence of a traffic 
system, they succeeded in supplying to some 4} million inhabitants of 
the western provinces the increased rations without any interruption. 
Rations were brought up to 2000 calories per man per day, at which 
level they are now stabilised. Health conditions improved rapidly and 
a basis for a more normal economic life has been laid. 

Conditions were, however, still enormously difficult. Coal production 
was at about one-third of the normal level, transport facilities were 
almost entirely lacking. The low level of coal production was, inter 
alta, due to :—(a) low food rations of miners; (b) lack of pit props ; 
(c) lack of tools and machinery ; (d) transport difficulties leading to a 
piling-up of heavy stocks, which gave the impression to the miners 
that their work was, after all, not urgent. Between May and September, 
the situation has improved considerably. Production is now at 40% 
of normal and in most towns a modest allocation of gas and electricity 
can be granted again. An increasing number of industrial plants can 
be put into operation. Exact figures for total production are still 
lacking, but one may guess that the volume now comes to half that of 
normal times, including all sorts of services. 

It has been possible to keep the cost of living at about 50% above the 
pre-war level. Heavy subsidies have been necessary to obtain this 
result ; the aim being, however, to abolish them as soon as possible. 
Labour productivity will have to rise to about 80% of normal in order 
to make this possible, however. The government has approved a general 
wage rise up to 25% above 1940 figures, or, if preferred, 15% above 
October 1942 figures. The latter date is somewhat better as a basis, 
since by then a number of disproportionalities in the wage system had 
been eliminated by the official labour commissioners. For the lowest 
wage groups further increases are permitted, up to the officially recog- 
nised ‘minimum budget’ amounting, for a four person family, in the 
large towns to some f. 30, per week. Actual wages have risen, how- 
ever, by more than 25% and a further increase seems probable. A final 
stabilisation in accordance with the exchange rate of the guilder seems 
to be possible without a change in the parity of the guilder. The — 
difficulties in this stabilisation are chiefly caused by the black market. 
This danger is already declining since the government has withdrawn 
the f. 100 bank notes ; further measures of this type will follow as soon 
as some technical difficulties are overcome. 

The big problem before the administration is now the elaboration 
- of a system of priorities in the production and import programme for 
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1946. A central planning office is in preparation whose task will be to 
draw up these programmes and to indicate what proportion of normal 
production in each line is to be classed as ‘ urgency class number one,’ 
what proportion as ‘ urgency class number two ’ etc. 

There is a good deal of discussion on the problem whether or not a 
claim for annexation of German territory shall be forwarded by the 
government. A State Commission has now been appointed in order to 
advise the government. Most advocates of annexation see it as the 
only way of getting at least part of the reparation payments Holland is 
entitled to urge. Opinions differ widely, however, as to the technical 
consequence and the real advantages to the Dutch economy of a sudden 
increase in territory. 

J. TINBERGEN. 


School of Economics, 
Rotterdam University. 


CORRIGENDA. 
BULLETIN Vol. 7, No. 14, page 231. 


Table I, line 5.—Index numbers for 1943 and 1944 should be 
10734 and 105 respectively. 


Table II, line 4.—Index numbers of total employed in industry 
shonld be 100, 103.0, 99.8, 100.5, 98.5, 96.4. 
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